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You appointed us on 5 May 1982 with the following terms of reference: 

"To examine the finances of the railway and associated operations, 
in the light of all relevant considerations, and to report on 
options for alternative policies, and their related objectives, 
designed to secure improved financial results in an efficiently 
run railway in Great Britain over the next 20 years" 

and we now submit our Report. 

To our regret, on the afternoon of 9 December, one of our members, 

Mr Goldstein, told us that he could not support our Report and 
intended to submit a separate one to you. In these circumstances, 
we have deferred for some days the submission of the Report. We do 
not know what Mr Goldstein's observations will be, but would not 
expect them to affect what we ourselves have said, notably in 
Chapter 6, where we have based our remarks on advice received, through 
Mr Goldstein, from R Travers Morgan & Partners. 

As we say in our Conclusion, we hope that our work will provide you 
with the foundation on which to decide future policy for the railway 
and that it will provide the Board with the material on which they 
can take early action to improve their finances. 

We are, Sir, Your Obedient Servants 



Sir 



DAVID SERPELL 





E'BC OSMOTHERLY 
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INTRODUCTION 



1. We were appointed on 5 May 1982 with the following terms of reference: 

“To examine the finances of the railway and associated operations, in the light of all relevant consider- 
ations, and to report on options for alternative policies, and their related objectives, designed to secure 
improved financial results in an efficiently run railway in Great Britain over the next 20 years.” 

We were asked to report within 5 or 6 months. The Secretary of State subsequently agreed that we should 
have an additional month in which to complete our work but stressed his need to have our report as 
quickly as possible. 

2. Our task, formidable in any case, has been made harder by developments since May, including the 
strikes last summer, and the fact that, unavoidably, the first version of the 1982 Rail Plan was not available 
until the end of August or the revised version until 1 November. 

3. In these circumstances, we have concentrated on: 

- the facts of the railway’s present financial position and our assessment of the main problems; 

- the extent to which the railway’s financial position might be improved within existing policies ; and 

-what might be achieved by major changes in, or departures from, those policies. 

We have not concerned ourselves to any significant extent with the Board’s non-railway activities. Nor 
have we made a study of the Board’s performance compared with that of railway undertakings in other 
countries. 

4. We received evidence from over 170 bodies and individuals (listed in Annex A), including the Railway 
Unions, the Central Transport Consultative Committee, rail users, local authorities and their associations, 
academics specialising in transport studies, and people with particular interests. Most of the evidence came, 
of course, from the British Railways Board and the Department of Transport, both of whom answered 
our many enquiries helpfully and uncomplainingly, despite their many other preoccupations. 

5. While we have paid close attention to the evidence, we have not by any means addressed all the 
issues raised with us. This is mainly because our review has been concerned with the railway’s finances, 
not transport policy. 

6. Our report is a summation of our own views as an independent Committee, but we have been greatly 
helped in reaching them by the professional advice of two firms of consultants. R Travers Morgan and 
Partners (TM) — of whom one of our Members, Mr Alfred Goldstein, is Senior Partner — were commissioned 
to advise us on engineering aspects of the railway’s finances and to develop and evaluate the illustrative 
“network options” in Part II of our report. Another of our Members, Mr P J Butler — a senior partner 
of Peat, Marwick, Mitchell & Co (PMM) — had been commissioned by the Secretary of State on 31 March 
1982 to conduct a study of the Board’s 1982 Budget. The study was submitted to the Secretary of State 
on 28 July and made available to us at the same time. Later, PMM were commissioned to advise us 
and the Department of Transport on the Board’s 1982 Rail Plan. We also engaged PMM to assist in 
the preparation of factual material for this report and to collaborate with TM in the evaluation of the 
network options. (The terms of reference given to both firms of consultants are at Annexes B and C.) 

7. The Secretary of State expressly asked for our views on both the short and the longer-term aspects 
of our terms of reference. In Part I, we examine the short-term financial prospects assuming no material 
changes in the size of the railway or in the policies affecting it. As to the longer term, the Secretary of 
State told us that he hoped we would “open the doors” to discussion of a wide range of possibilities, 
and Part II is directed to that end. Much of the work done on the “network options” in that Part required 
our consultants to develop the application of established transport planning techniques in a very limited 
time. The results are a deliberate attempt to illustrate a broad range of possibilities. More detailed work, 
in which the Board should be involved, would be required if it were decided to move in any of the directions 
we have illustrated. 

8. Throughout our work we have had the benefit of the able and unstinted help of Mr E B C Osmotherly, 
our Secretary, Mr A T Baker and Miss C M Egerton. We record our warm thanks to them; to 
Mr W P Bradshaw, our main contact with the Board; and to Miss A Harvey, Miss T Hooper 
and Miss P Shanahan who typed (and retyped) untiringly and well. 
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Technical Notes 

1. All the financial figures in the report are expressed in 1982 prices except where otherwise specified. 

2. Where appropriate, we have given estimated 1982 results for the railway by reference to the Board’s 
forecast based on the actual results of the first 32 weeks. These estimates take into account the effects 
of the industrial disputes in 1982. 

3. The 1982 results could not, however, be adopted for the purposes of the engineering study conducted 
for us by TM, The study had to use the latest available factual records, which were for 1981. The amount 
of the savings judged to be the outcome of taking various actions was expressed in the Engineering Summary 
Report in terms of the results such actions would have had in 1981 if they had been completed prior 
to 1981. This should be kept in mind in considering the references in our report to the engineering study, 
especially in Chapter 6. 

4. It was also necessary to devise a methodology for forecasting the likely financial results of a railway 
of broadly the present size and level of service in 1992 and for illustrating the financial and other effects 
of the “network options” discussed in Part II. The methodology used by our consultants is outlined in 
the relevant sections of Part II. 

5. A glossary setting out the meanings of the terms and abbreviations used in the report is at 
Annex D. 
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CHAPTER 1 



SETTING THE SCENE 

1.1 The British Railways Board were created in 1962 as one of the successors to the British Transport 
Commission. The Board have two main statutory duties : 

(a) “to provide railway services in Great Britain and, in connection with the provision of railway services, 
to provide such other services and facilities as appear to the Board to be expedient, and to have 
due regard, as respects all those railway and other services and facilities, to efficiency, economy and 
safety of operation” (Section 3(1), Transport Act 1962); and 

( b ) “so to perform their functions ... as to secure that the combined revenues of the authority and 
its subsidiaries taken together are not less than sufficient to meet their combined charges properly 
chargeable to revenue account, taking one year with another.” (Section 41(2), Transport Act 1968), 

1.2 The scale of the Board’s railway activities is huge. For example: 

(a) The national rail network covers nearly 11,000 route miles. 

(, h ) Total railway expenditure in 1981 was £2,477 million and total railway revenue (before grants) was 
£1,692 million (in 1981 prices). 

(c) Every day, Monday to Friday, people make nearly 2 million passenger journeys by rail using a total 
of nearly 16,000 passenger trains, calling at 2,360 stations in England, Scotland and Wales. 

(d) The railway runs about 1,900 freight trains a day. These carried a total of 154 million tonnes in 
1981. 

(<?) The railway (including British Rail Engineering Ltd) employs about 200,000 people. 

1.3 Nevertheless, the importance of the railway within the national economy has much declined. In 1980, 
the railway carried only about 54 per cent as much freight (by weight) as it did in 1950; and while total 
passenger travel (by rail, bus and car) nearly trebled between 1950 and 1980, rail passenger miles decreased 
marginally (see Table 1.1). 

Table 1.1 : Trends in Passenger & Freight Traffic, 1950-1980 





1950 


1960 


1970 




1980 


Mode 


Millions 


Millions 


Millions 


Millions 




Passenger 


Passenger 


Passenger 


Passenger 


Passenger 


Passenger 


Passenger 


Passenger 


Passenger 


Journeys 


Miles 


Journeys 


Miles 


Journeys 


Miles 


Journeys 


Miles 


Rail 1 


980 


20,130 


1,040 


21,500 


820 


18,850 


760 


19,650 


Bus 


16,710 


50,800 


13,680 


42,780 


9,150 


32,900 


6,780 


26,000 


Car 


n.a. 


32,900 


n.a. 


89,300 


n.a. 


191,600 


n.a. 


262,300 






Tonne 




Tonne 




Tonne 




Tonne 


Freight 


Tonnes 


miles 


Tonnes 


miles 


Tonnes 


miles 


Tonnes 


miles 


Rail 1 


286 


22,440 


252 


18,910 


209 


16,620 


154 


10,940 3 


Road 


780 2 


17,400 2 


1,211 


30,500 


1,610 


52,700 


1,370 


59,330 



Notes: 

1 “Rail” refers to the system operated by the BRB (or its predecessors) 

2 Estimated from 1953 data 

3 From 1978 the method of estimating tonne miles changed and the 1980 figure for tonne miles is not directly comparable, therefore, 
with those for earlier years. 



1.4 Expectations about the financial viability of the railway have also changed. Twenty years ago, when 
the British Railways Board were set up, it was assumed that the railway could be commercially viable 
and would be able, .after a transitional period, to break even financially without the aid of grant. But 
within a few years, a major financial reconstruction was required, and £1,262 million (out-turn prices) 
of the Board’s debt was written off*. 

1.5 Provision for this was made in the Transport Act 1968. The Act was based on the view that, while 
most of the railway was commercially viable, some “unremunerative” passenger services would require 



* We have estimated that about £12,750 million (1982 prices) has been received by the Board from Government funds since 1962. 
(This figure is net of interest and capital repayments, but includes funding of pension obligations between 1975 and 1980). Over 
the same period, nearly £7,000 million (1982 prices) of the Board’s debt has been written off. It is not possible to allocate these 
amounts specifically to the railway or the other activities of the Board. 
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subsidy for “social or economic reasons”. Section 39 of the Act provided the Transport Minister with 
power to pay the Board grant for each of these unremunerative services. Railway costs were split between 
the freight and passenger businesses and the passenger costs then allocated to individual services. The Board 
claimed grant for individual services (or groups of services) and the Secretary of State decided which of 
them to support and whether to pay grant for 1, 2 or 3 years at a time. Some of these groups were large; 
for example, Southern Region’s commuter services comprised a single group. By 1974, over 100 services 
or groups of services were being grant-aided; the total of section 39 payments to the Board that year 
was over £125 million (about £360 million in 1982 prices). 



1 .6 The section 39 grant system had some serious defects but what led to the collapse of the financial 
regime introduced by the 1968 Act was the inability of the imsubsidised railway (freight and the non-grant- 
aided passenger services) to achieve its commercial remit. A Rail Policy Review was, therefore, conducted 
jointly by the Department and the Board, and completed in 1974, The report was not published but we 
understand that its main conclusions were: 

(a) the railway existed primarily for the purposes of the passenger system; 

(b) the standards and, therefore, the costs of track and signalling were determined primarily by the require- 
ments of the passenger system; 

(c) in the light of [a) and (/;), where freight shared facilities with the passenger business, it should pay 
only its avoidable costs; 

(d) on that basis, the freight business was capable (after a short transitional period) of achieving financial 
break-even without the aid of grant ; 

(e) the passenger business as a whole, at anything like its then size, was incapable of breaking even; 

if) the cost of the passenger system could not be reduced without service closures on a scale dispropor- 
tionate to the expected savings ; 

(g) grant should be paid for the passenger system and not on a service by service basis. 



1 .7 The Government of the day accepted the Review’s conclusions. They did not envisage a substantial 
programme of closures but decided to retain — and subsidise — the rail passenger system as a whole. Provision 
to pay subsidy was made in the Railways Act 1974 (which also wrote off a further £298 million (out-turn 
prices) of the Board’s debts). By that time, the UK had acceded to the European Community and the 
method of providing financial support to the railway had to conform, therefore, to the relevant EEC law. 
Accordingly, in December 1974, the Secretary of State imposed a “Public Service Obligation” (PSO) on 
the Board under EEC Regulation 1191/69. 



1.8 The Direction imposing the PSO provided that: 

“The British Railways Board shall, from 1 January 1975, operate their railway passenger system so 
as to provide a public service which is generally comparable with that provided at present . . . ”. 

This Direction has not been changed since 1974 and is still in force. Under EEC law, the Secretary of 
State is required to compensate the Board for complying with the Obligation. In 1981, the compensation 
(PSO grant) amounted to £809 million (in 1982 prices). 



1.9 While the PSO Direction applies to the whole of the rail passenger business, in 1977 the then Secretary 
of State announced that he saw “no case for subsidising inter-urban services” by any transport mode and 
that the Government considered that “within their general business, British Railways’ inter-city services 
should pay their way” (paragraphs 168 and 171, “Transport Policy”, 1977, Cmnd 6386). Since then, it 
has been the policy objective of successive Transport Ministers that Inter-City should become commercially 
viable. 



The Passenger Business 

1.10 The financial results of the passenger business since 1975 have been as follows: 
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Table 1.2: Passenger Business Results, 1975-1982 



1982 Prices 


1975 


1976 


1977 


1978 


1979 


1980 


1981 


1982' 




£m 


£m 


£m 


£m 


£m 


£m 


£m 


£m 


Revenue 


1,031 


1,045 


1,090 


1,154 


1,149 


3,167 


1,126 


927 


Costs 


1,723 


1,663 


1,673 


1,739 


1,794 


1,852 


1,915 


1,874 


Additional Depreciation 2 


— 


— 


— 


80 


81 


83 


87 


88 


Deficit before 


















grant and interest 


(692) 


(618) 


(583) 


(665) 


(726) 


(768) 


(876) 


(1,035) 


Allocated Interest 


34 


44 


45 


45 


41 


42 


43 


43 


Grant : 


















PSO grant 


677 


602 


589 


545 


607 


608 


722 


749 s 


SRA 2 


— 


— 


— 


80 


8! 


83 


87 


88 s 


PTE 3 


43 


50 


58 


61 


63 


67 


65 


73 


Level Crossings 4 


18 


18 


17 


16 


17 


16 


17 


16 


Total Grant 


738 


670 


664 


702 


768 


774 


891 


926 


Surplus/(Shortfali) 


12 


8 


36 


(8) 


1 


(36) 


(28) 


(152) 



Notes: 

1 Estimated 1982 figures. Internal disputes during 1982 are estimated by the Board to have cost a total of £140 million, after 
allowing for the delayed pay settlement. This is nearly three times the estimated cost of internal disputes (in 1982 prices) over the 
whole of the preceding seven years. 

2 “SRA” means the Special Replacement Allowance introduced in 1978 for the replacement of rail passenger assets. “Additional 
depreciation” is charged to rail operating expenditure to balance this allowance. 

a “PTE”— The 7 Passenger Transport Executives make payments to the Board under their agreements with BRB for the provision 
of local rail passenger services. 

4 The Secretary of State pays grant for up to half the cost of the provision, maintenance and operation of level crossings. 

5 These figures represent the cash limit for grant (PSO and SRA) announced by the Secretary of State on 8 November 1982 when 
he said that the cash limit had been increased to £837 million. At the same time the Board’s external financing limit for 1982/83 
was raised to £930 million. 

1.11 In 1976, the then Secretary of State introduced a cash limit on the PSO grant, setting it in real 
terms at the level of grant paid in 1975. The aim since then has been that the grant provided to the passenger 
system (excluding the Special Replacement Allowance introduced in 1978) should not exceed in real terms 
that level. Table 1.3 illustrates the increasing difficulty the Board have found since 1979 in staying within 
the cash limit. (Paragraphs 1.18 and 1.19 explain why the cash limit for 1981 was increased and what 
happened in 1982.) 

Table 1.3: PSO Grant (Including Special Replacement Allowance) and Cash Limit, 1976 1981 



1982 Prices 


1976 

£m 


1977 

£m 


1978 

£m 


1979 

£m 


1980 

£m 


1981 

£m 

Original 


Revised 


(a) Cash Limit 


674 


672 


722 


704 


690 


732 


816 


(/>) Grant 
(e) Gap between 


602 


589 


625 


688 


691 


809 


7 


{a) and (/>) 


72 


83 ' 


97 


16 


(1) 


(77) 


1.12 The trend 


in passenger 


miles since 


1975 and 


in revenue, 


costs and grant per passenger 


mile (at 



1982 prices) is shown in the next table. 

Table 1.4: Passenger Miles, Revenue, Costs and Grant per Passenger Mile, 1975 1982 



1982 Prices 


1975 


1976 


1977 


1978 


1979 


1980 


1981 


1982 4 


Passenger miles 
(millions) 


18,800 


17,700 


1 8,200 


19,100 


19,900 


19,700 


19,100 


17,300 


Revenue (pence) 
per passenger mile 1 


5-2 


5-7 


5*8 


5*9 


5*7 


5*8 


5*8 


5*3 


Costs (pence) per 
passenger mile 2 


9-2 


9-4 


9-2 


9*5 


9*4 


9*8 


10*5 


11*3 


Grant (pence) per 
passenger mile 3 


3-9 


3*8 


3-6 


3*7 


3*9 


3*9 


4*7 


5*4 



Notes: 

1 Excludes income from letting of operational property, commercial advertising, and train and station catering. 

2 Includes additional depreciation from 1978 but excludes interest. 

3 “Grant” includes PSO grant, Special Replacement Allowance, PTE payments and level crossing grants. 

4 Estimated 1982 figures. 
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The Freight and Parcels Businesses 

1.13 The policy of successive Transport Ministers since 1975 has been that, after a short transitional 
period, the rail freight and parcels businesses should be commercial. This aim has not been achieved. 

1.14 Until this year, the Board have not allocated costs in a way that would permit us to show the 
financial results of the freight and parcels businesses separately. The results of the two businesses taken 
together, however, are shown in Table 1.5. 



Table 1.5: Freight and Parcels Business Results, 1975-1982 



1982 Prices 


1975 

£m 


1976 

£m 


1977 

£m 


1978 

£m 


1979 

£m 


1980 

£m 


1981 

£m 


1982 1 
£m 


Revenue 


805 


861 


863 


847 


848 


752 


715 


616 


Costs 


940 


891 


860 


830 


826 


788 


698 


605 


Profit/(Loss) 


before interest 
and grant 


(135) 


(30) 


3 


17 


22 


(36) 


17 


11 


Interest 


18 


26 


14 


22 


24 


26 


16 


34 


Grants : 


Level Crossings 
Freight Transitional 


2 


2 


2 


2 


1 


2 


2 


2 


Grant 


142 


63 


10 


— 


* 


— 


— 


— 


Net Profit/ (Loss) 


(9) 


9 


1 


(3) 


(1) 


(60) 


3 


(21) 



Note : 

1 Estimated 1982 figures. 



1.15 Table 1.6 shows freight net tonne miles carried and revenue per net tonne mile since 1975. 



Table 1.6: Freight Net Tonne Miles Carried and Revenue Per Net Tonne Mile, 1975-1982 



1982 Prices 


1975 


1976 


1977 


1978 


1979 


1980 


1981 


1982 1 


Net tonne 
miles (millions) 


12,984 


12,794 


12,501 


12,416 


12,361 


10,961 


10,877 


10,058 


Revenue 2 per 
net tonne mile 


4-3 


4-8 


5-0 


5*0 


4*9 


4*9 


5*0 


4-8 


(pence) 



















Notes: 

1 Estimated 1982 figures. 

2 Excludes income from letting of operational property and commercial advertising. 



External Financing Requirements 

1.16 Since 1976, in line with Government policy towards all public sector expenditure, the Secretary 
of State has set an “External Financing Limit” (EFL) on the amount of external finance available to the 
Board for all its activities (rail and non-rail). The EFL limits total grant and borrowing within the financial 
year (see Glossary). The Board’s performance against the EFL is shown below: 



Table 1.7: External Finance Requirement, 1976/7-1981/2 



1982 Prices 


1976/7 

£m 


1977/8 

£m 


1978/9 

£m 


1979/80 

£m 

Original 


Revised 


1980/1 

£m 

Original Revised 


1981/2 

£m 


External finance limit 


920 


946 


919 


843 


822 


887 


933 


978 


External finance 


















requirement 


803 


762 


870 


822 




933 




960 


Headroom 


117 


184 


49 


21 


Nil 


(46) 


Nil 


18 



Note: In 1979/80 and 1980/81 the limit was revised in the course of the year. The figures exclude pension funding grants. 



1.17 To complete the setting of the scene, we show the financial results of the railway as a whole since 
1975 and briefly describe the events leading up to the Secretary of State’s decision (made with the agreement 
of the Board, who had been pressing for a joint review) to appoint us to conduct this review. 
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Table 1.8: Railway Financial Results, 1975-1982 



1982 Prices 


1975 


1976 


1977 


1978 


1979 


/ 980 


1981 


1982 2 




£m 


£m 


£m 


£m 


£m 


£m 


£m 


£m 


Revenue: Passenger 


1,031 


1,045 


1,090 


1,154 


1,149 


1,167 


1,126 


927 


Freight 


604 


664 


667 


654 


661 


585 


586 


522 


Parcels 


201 


197 


197 


193 


187 


170 


130 


94 


Total Revenue 


1,836 


1,906 


1,954 


2,001 


1,997 


1,919 


1,841 


1,543 


Costs 1 


2,663 


2,554 


2,533 


2,648 


2,701 


2,723 


2,700 


2,567 


Railway Deficit before Grants 


















and Interest 


(827) 


(648) 


(579) 


(647) 


(704) 


(804) 


(859) 


(1,024) 


Interest 


53 


70 


59 


67 


65 


68 


59 


77 


Grants (Passenger and Freight) 


883 


735 


676 


704 


769 


776 


893 


928 


Railway Surplus/(Shortfall) 


3 


17 


38 


(10) 


— 


(96) 


(25) 


(173) 



Notes : 

1 Includes Additional Depreciation from 1978. 

2 Estimated 1982 Prices. 



1.18 The economic recession and the steel strike damaged the freight business in 1980. An expected 
operating profit of £17 million turned into an actual operating loss of £58 million. The recession affected 
the passenger business somewhat later. The Board’s original grant claim for 1981 was £644 million. (in 
1981 prices). That was well within the cash limit. But it became clear to the Board during the first half 
of 1981 that the revenue of the passenger business was deteriorating seriously below that forecast in their 
original grant claim. The Secretary of State accepted that cost savings on the scale required could not 
be made quickly. In November 1981, therefore, he decided to accept the Board’s revised grant claim of 
£754 million, an increase of £110 million. He made it clear to the Board, however, that he expected their 
claim for 1982 “to demonstrate that firm action has been taken on unit costs, which have been rising, 
and on service levels in the light of the change in demand”. 

1.19. In the event, the Board’s claim for grant for 1982 was £885-2 million which, allowing for inflation, 
would have been some £60 million above the total grant provided in 1981. In March 1982, the Secretary 
of State decided to reject the Board’s claim and to set the grant for 1982 at £804 million, slightly less 
than the 1981 adjusted level in real terms. (This amount was later increased to £837 million.) In March, 
he commissioned Mr P J Butler to examine and report to him on the Board’s 1982 Budget. Then, in 
May, the Secretary of State appointed this Committee. 
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PART I 



EXAMINATION OF THE FINANCES OF THE RAILWAY 

PREFACE 

1 . The first Part of our report examines the finances of the railway on the assumption that the size 
of the railway will remain broadly unchanged and operate within broadly the present framework of Govern- 
ment policies towards the railway. 

2. Chapters 2-4 examine the rail businesses in turn — passenger, freight and parcels. The Board divide 
their rail activities in this way for management and marketing purposes. The division is reinforced by 
the PSO Direction, which applies only to the passenger system, and by the policy of successive Transport 
Ministers that rail freight and parcels should not be subsidised. 

3. These conventional distinctions between the businesses should not, however, obscure the extent to 
which they are inter-related. For example: 

(a) At the end of 1981, the railway network comprised 10,831 route miles. Nearly three quarters (8,230 
route miles) were used jointly by the freight and passenger businesses. Only 714 route miles were 
used exclusively for passenger traffic and 1 ,887 exclusively for freight. 

(b) The businesses use some other assets jointly — for instance some workshops and locomotives — and 
many parcels are carried on passenger trains and handled at passenger terminals. 

(c) Changes in the operating requirements of the passenger business can affect the operations of the 
freight business, and vice versa. 

(d) Changes in the level of one business can affect the financial results of the other businesses. For 
example, the withdrawal or reduction of a freight service is likely to increase the share of indirect 
costs allocated to the passenger business in the short-term, at least. 

4. Chapter 5 comments on some aspects of the selling of the railway’s services and the implications 
for the Board’s revenues and costs. 

5. Engineering expenditure (including associated manpower costs) accounts for about half the railway’s 
total expenditure. We regard this as a particularly important area in our examination of the railway’s 
finances. In Chapter 6 we give our views on the main opportunities identified by our consultants (TM) 
for improving efficiency and achieving cost savings in engineering. Chapter 7 considers the activities and 
organisation of British Rail Engineering Ltd (BREL). Chapter 8 deals with railway investment. 

6. The railway’s total staff costs represent about 60 per cent of its total expenditure. Chapter 9 deals 
with the management and manpower of the railway. It also discusses the information required for efficient 
management and the associated question of the way in which railway costs are allocated between businesses. 

7. Our views on the relationship between the Board and the Department of Transport are set out in 
Chapter 10. In Chapter 11 we consider a particularly important influence on that relationship — the 
mechanisms for the payment of grant. 

8. Where relevant, the Chapters refer to the Board’s 1982 Rail Plan. It contains two levels of forecasts: 
an “opportunity level”, which represents the performance to which management is committed and which 
is supported by action plans; and a “more cautious level” which is intended to represent the minimum 
level of achievement that the Board consider realistic. The first version of the 1982 Plan was completed 
at the end of August. It was re-run in October and made available to us on 1 November 1982. 

9. We have major criticisms of the methodology used to prepare both versions of the Plan. We cannot, 
therefore, endorse either of them. In Chapter 12, which concludes Part I, we set out our criticisms of 
methodology of the 1982 Plan, our suggestions for the improvement of rail planning and our broad assess- 
ment of the likely prospects for the railway’s finances, always on the assumption that the size of the network 
and level of services are not materially changed. 
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CHAPTER 2 



THE PASSENGER BUSINESS 

2.1 For business planning and marketing purposes, the Board divide their passenger business into three 
broad sectors : — 

- Inter-City 

- London and the South-East (L&SE) 

-Provincial Services. 

The importance of these sectoral divisions for management purposes has been increased by the appointment 
earlier this year of three passenger “sector directors” who will have bottom line responsibility for the financial 
results of their sectors. (We discuss the development of sector management in Chapter 9.) Some of the 
Secretary of State’s policies and objectives for the passenger businesses are framed in terms of the sectors. 

2.2 We examine each of the sectors in turn. There are, however, important interactions between the 
sectors. For example: 

(a) The services within any particular sector are not homogeneous. For instance, some Inter-City services 
are profitable while others are not; and the Provincial sector is a mix of sub-sectors, each with charac- 
teristics of its own. 

(b) Changes in the size of one sector, or in its level of services, can affect both the costs and the revenue 
of others. 

(c) Changes in the conventions for cost allocation (discussed in Chapter 9) can affect significantly the 
share of indirect costs allocated between passenger sectors and between them and the freight business. 

2.3 Moreover, assessment of the past performance and the potential of the passenger sectors is complicated 
by the fact that, until this year, indirect costs were not allocated between sectors. Data are available, however, 
for the “contribution” each sector has made to the indirect costs of the passenger business. These are 
shown below. The “contribution” is the difference between the sector’s revenue and its direct costs. 



Table 2.1 : Sector Contributions to Passenger Business Indirect Costs 



1982 Prices 


1975 

£m 


1976 

£m 


1977 

£m 


1978 

£m 


1979 

£m 


1 980 
£m 


1981 

£m 


Inter-City Contribution 


170 


179 


223 


244 


214 


188 


138 


L & SE Contribution 


81 


86 


122 


143 


119 


124 


116 


Provincial Contribution 1 


(68) 


(77) 


(72) 


(78) 


(76) 


(81) 


(104) 


Total Passenger Contribution 


183 


188 


273 


309 


257 


231 


150 


Total Passenger Indirect Costs 
Shortfall between total 


924 


836 


885 


1,002 


998 


1,023 


1,047 


contribution and total costs 


741 


648 


612 


693 


741 


792 


897 



Note: 

1 The Provincial sector has made a negative contribution because its revenue has not covered its direct costs. 



The Inter-City Sector 

2.4 This sector provides fast, high-quality inter-urban services. But it does not include all the Board’s 
inter-urban services. For example, the Edinburgh-Glasgow service connects two great cities but is included 
in the Provincial sector. Such anomalies pose difficulties for the formulation of consistent policies for all 
the Board’s inter-urban passenger services. 

2.5 The definition of the Inter-City sector has also changed several times over the last eight years. The 
London-Bournemouth service, for example, has been in and out of the sector more than once and is now 
classified as part of the L&SE sector; and London-Norwich used to be classified as Inter-City but it, too, 
is now part of L&SE. The absence of clarity and consistency about the composition of the Inter-City 
sector presents an additional difficulty for assessing the sector’s past performance and judging its prospects. 

2.6 Using the sector definition current in the year concerned, the next table shows Inter-City’s carryings, 
revenue and direct costs since 1975. 
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Table 2.2: Inter-City Carryings, Revenue and Direct Costs, 1975-1981 



1975 1976 



Passenger miles — millions 


7,800 


7,800 


Revenue (£m — 1982 prices) 


454 


485 


Revenue per passenger mile 
(pence— 1982 prices) 


5-8 

51*1 


6*2 


Loaded train miles — millions 


64*7 


Load factors (%) x 


3 / 


34 


Direct costs 2 (£m— 1982 prices) 


284 


306 


Direct costs per passenger mile 
(pence— 1982 prices) 


3-6 


3*9 


Surplus of revenue over direct 
costs (£m — 1982 prices) 


170 


179 



1977 


1978 


1979 


1980 


1981 


8,400 


9,000 


9,400 


9,200 


9,000 


510 


547 


551 


551 


510 


6*1 


6*1 


5*9 


6*0 


5*7 


61*6 


61*9 


64*5 


66*6 


65*5 


37 


40 


37 


38 


36 


287 


303 


337 


363 


372 


3*4 


3*4 


3*6 


3*9 


4*1 


223 


244 


214 


188 


138 



Notes: 

1 Estimated load factors. , 

2 “Direct costs” include train and terminals costs and miscellaneous expenses. 



2 7 As mentioned in paragraph 1.9, successive Transport Ministers since 1977 have stated it as their 
objective that Inter-City should not be subsidised. In 1980, as a step towards that objective, the Secretary 
of State set Inter-City an interim financial target of making a contribution towards indirect costs, /after 
meeting its depreciation and certain other costs, of £178 million (1981 prices) in 1982. This was intended 
to be the equivalent of 21 per cent of total passenger indirect costs and was seen as a first step towards 
a contribution of 25 per cent, which was agreed by the Board and the Department to represent the/sector s 
appropriate share. The sector will not achieve the interim target. Having made a contribution to indirect 
costs in 1981 of 7 per cent, it is likely just to fail to meet even its direct costs in 1982. 



2.8 In June 1981, the Secretary of State asked the Board to prepare a new business plan for Inter-City 
showing how the sector could reach full commercial viability by 1985. Full commercial viability was redefined 
as earning a surplus, after meeting direct and indirect costs (including depreciation and amortisation on. 
a current cost basis), equivalent to a 5 per cent discounted cash flow on certain defined capital assets. 



2.9 In response, the Board produced their Inter-City Prospectus. This was submitted early in 1982 and 
showed Inter-City making a profit, before interest but after current cost depreciation, of £1 million (in 
1982 prices) in 1985. But since then, the Board’s views on the sector’s prospects have changed radically. 
The 1982 Rail Plan (October Revision) shows Inter-City making a deficit in 1985 of £111 million at the 
“opportunity level”. Table 2.3 compares the forecasts in the Inter-City Prospectus (adjusted to put them 
on the same basis as the Plan) and in the 1982 Rail Plan. 



Table 2 3: Inter-City: Comparison of Inter-City Prospectus 1 (January 

1982) and 1982 Rail Plan (October Revision— “Opportunity 
Level”) 



1982 Prices 


1982 


1983 


1984 


1985 




£m 


£m 


£m 


£m 


Revenue 

(а) Prospectus 1 

(б) . 1982 Rail Plan 


410 

337 


446 

410 


473 

438 


496 

439 


Costs 2 

(a) Prospectus 1 


548 


545 


526 


513 

550 


(b) 1982 Rail Plan 


568 


577 


547 


Deficit 

(a) Prospectus 1 

(b) 1982 Rail Plan 


(138) 

(231) 


(99) 

(167) 


(53) 

(109) 


(17) 

(111) 



Note: 

1 The Prospectus forecasts have been adjusted to put them on the s basw 
as the Plan. Interest costs have been included and the amounts allowed tor deprecia 
tion have been changed from current cost to historic cost plus additional deprecia- 
tion. 

2 Costs include interest. 
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2.10 The Board advance two main reasons for the difference between these forecasts. The 1982 Rail 
Plan (October Revision) includes a more pessimistic assessment of revenue prospects ; and it also includes 
an increased allocation to Inter-City of indirect costs as a result of a more detailed application of the 
prime user conventions (discussed in Chapter 9). 



2.11 As we have indicated in the Preface to Part I, we cannot endorse the forecasts included in the 
October Revision of the 1982 Rail Plan. We note, however, that: 

(a) in the space of less than 10 months, the Board’s view of Inter-City’s financial prospects in 1985 
has changed by over £90 million; 

(b) on the Board’s forecasts, there would be no prospect of the sector achieving by 1985 the financial 
target of commercial viability (as re-defined by the Secretary of State). 

2.12 In our view, there is scope to reduce the costs of the railway, including the Inter-City sector, by 
a variety of measures, including the reduction of service frequencies, administration savings and reductions 
in engineering expenditure. In particular, we consider that Inter-City’s cost in 1986 could be reduced by 
up to £39 million on the basis described in Chapter 12 and subject to the qualifications stated there, compared 
with the forecast at the opportunity level of the 1982 Rail Plan (October Revision). It will require determined 
and consistent effort by the Board to achieve these savings. Equal determination and a continued high 
level of selling will be needed to retain market share and secure the level of revenue forecast in the Plan. 
We consider that cost reduction offers greater potential than revenue growth for improving the sector’s 
financial results. 



2.13 Even if these savings were achieved, we judge that Inter-City would not meet in 1985 the financial 
target of commercial viability stipulated by the Secretary of State (see paragraph 2.8). We perceive, therefore, 
two main possibilities : 

(а) Progressive Closure — the services with the worst operating results would be withdrawn on a progressive 
basis until what remained was capable of achieving long-term commercial viability. 

(б) Grant-aid the Sector — the Secretary of State would set the sector the financial objective of covering 
a specified and increasing proportion of its costs, meeting the residue from grant. Objectives related 
to fares and quality of service would also be set along the lines suggested in paragraphs 2.25 and 
2.26. In setting these objectives, the Secretary of State might include within the sector all inter-urban 
rail services, so dealing with the present anomalies in the definitions of the sectors. 

The first of these possibilities would be in accord with the policy that inter-urban passenger transport 
should not be subsidised. But it would entail the withdrawal of services which carry many more people 
and which cover a far higher proportion of their costs than many of the services in the L&SE and Provincial 
Services sectors. Moreover, this possibility would involve treating one set of inter-urban services (ie those 
classified for management and marketing purposes as Inter-City) differently from inter-urban services in- 
cluded in the other sectors. The second possibility would entail accepting Inter-City as part of the grant-aided 
passenger system and would be contrary, therefore, to the policies of successive Transport Ministers since 

1977. 



2.14 One intermediate possibility between these two extremes might be to retain the current objective 
of “commercial viability“ but to express “viability” in less demanding terms. Another would be to redefine 
the Inter-City sector so that it contained only those services that would enable commercial viability to 
be achieved. The services removed from Inter-City would be reallocated between the L&SE and Provincial 
sectors. We do not commend either of these expedients. 



The London and South East Sector 

2 15 About 50 per cent of all rail passenger journeys (almost 40 per cent of passenger miles) are made 
in London and the South East. The sector provides transport for over 1 million passengers a day, Monday 
to Friday. Over 250,000 people move through the central London termini between 8.15 and 9.15 m the 
morning during the working week. The area covered by the sector includes 2,000 route miles, serving a 
population of about 17 million. It includes the whole of BRB’s Southern Region and parts of the Eastern, 
London Midland and Western Regions. 



2 16 Commuters represent about 60 per cent of the sector’s passengers. The demands them movement 
makes during the peak hours are the main determinant of the size and complexity of L&SE’s track and 
signalling, and of the size of its manpower and rolling stock fleet. Outside the peak periods, resources 

are under-utilised. 
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2.17 Key statistics on the L&SE sector’s performance since 1975 are as follows: 
Table 2.4: London & South East Carryings, Revenue and Direct Costs, 1975-1981 





1975 


1976 


1977 


1978 


1979 


1980 


mi 


Passenger miles— millions 


8,300 


7,300 


7,300 


7,600 


7,700 


7,700 


7,500 


Revenue (£m — -1982 prices) 
Revenue per passenger mile 


401 


396 


417 


443 


441 


449 


457 


(pence — 1982 prices) 


4-8 


5-4 


5*7 


5*7 


5*7 


5*8 


6*1 


Loaded train miles — millions 


79*7 


70*1 


74*5 


77*6 


74*0 


78*3 


75*4 


Load factors (%) 2 


24 


24 


22 


22 


24 


22 


21 


Direct costs 3 (£m — 1982 prices) 
Direct costs per passenger mile 


320 


310 


295 


300 


322 


325 


341 


(pence — 1982 prices) 

Surplus of revenue over direct 


3-9 


4*2 


4-0 


4*0 


4*2 


4*2 


4*6 


costs (£m — 1982 prices) 


81 


86 


122 


143 


1 19 


124 


lift 



Notes: 

1 The services included in L &. SE have changed from time to time, notably in 1976. 

2 Estimated load factors. 

3 “Direct costs” includes train and terminals costs and miscellaneous expenses. 



2.18 About half L&SE’s revenue comes from season ticket sales. Season tickets are currently priced 
on the basis of a discount on the full fare. Because of these discounts some commuters are paying less 
than off-peak travellers. We doubt the economic justification for the size of the present season ticket discount. 
In our view, it warrants thorough examination, the results of which could benefit the revenue of the sector. 

2.19 In 1980, the Monopolies and Mergers Commission examined the L&SE sector. Their report (Cmnd 
8046) was published in October 1980. Since our review follows so soon after the Commission’s enquiry, 
we have not sought to replicate their detailed examination of the sector. The implementation of the Commis- 
sion’s recommendations would increase the sector’s efficiency and improve both its financial results and 
the service it gives the public. 

2.20 Action already taken or included in the Board’s 1982 Rail Plan (October Revision) reflects some 
of the recommendations. The Plan’s “opportunity level” forecasts for L&SE are as follows: 



Table 2.5: L&SE 
Level”) 


Forecast, 


1982 Rail 


Plan (October 


Revision — “Opportunity 


1982 Prices 


1982 

£m 


1983 

£m 


1984 

£m 


1985 

£ni 


1986 

£m 


Revenue 


434 


504 


525 


528 


534 


Costs 


763 


767 


789 


808 


801 


Operating Loss 


(329) 


(263) 


(264) 


(280) 

15 


(267) 


Ancillary Income 


6 


13 


15 


16 


Interest 


19 


35 


27 


27 


27 


L & SE Deficit 
before Grant 


(342) 


(285) 


(276) 


(292) 


(278) 



2.21 For the reasons given in the Preface, we shall not comment in detail on the validity of these forecasts. 
Our own broad judgment of the sector’s likely financial prospects is as follows. 

2.22 On the revenue side, there is little prospect of growth in commuter traffic. However, there may 
be potential for increasing revenue as a result of the review of the season ticket discount (suggested in 
paragraph 2.18) or from better prevention of fraud (discussed in Chapter 5). There is also the option of 
a substantial leal inciease in L&SE fares generally. This is the only sector of the passenger business where 
such an increase would be likely to improve the financial results significantly within the next few years. 

z.23 There is also scope for significant cost savings. In Chapter 12 we draw together many of our comments 
on these possibilities to indicate, on the assumptions and with the qualifications set out there, our broad 
judgement that the L&SE sector’s costs could be reduced by up to £55 million in 3986, compared with 
the forecast at the opportunity level of the 1982 Rail Plan (October Revision). 

2.24 The Monopolies and Mergers Commission, in their 1980 report on the L&SE sector, observed that: 

“The problem of the interrelation of service, costs and charges cannot be tackled satisfactorily unless 
the business is being conducted with a clear objective. The 1974 [PSO] direction, however useful it 
may have been in the past, is no longer adequate for this purpose. We found uncertainty both at 
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